CREDIT UNION COMMISSION
AUDIT COMMITTEE MEETING

(via audio/videoconference)
June 29, 2021
9:00 a.m.

AGENDA

Due to Governor Greg Abbott’s March 13, 2020 proclamation of a state of disaster affecting all counties in Texas related to
the Coronavirus (COVID-19) and the Governor’s March 16, 2020 suspension of certain provisions of the Texas Open
Meetings Act, this meeting of the Audit Committee of the Texas Credit Union Commission will be held virtually by two-
way audio or video conference, as authorized under Texas Government Code Sections 551.125 and 551.127. Those wishing
to attend the meeting virtually will find a link to the meeting on the Department’s webpage at ww.cud.texas.gov on the
day of the meeting. Members of the public wishing to provide testimony through virtual means will need to register
through email with isabel.velasquez@cud.texas.gov. Members of the public may also participate via phone using 1-936-
213-5778 (Toll) Conference ID: 234 471 663#.

An electronic copy of the agenda is now available at www.cud.texas.gov under Credit Union Commission, Commission
Meetings, along with a copy of the meeting materials. A recording of the meeting will be available after July 2nd, 2021. To
obtain a recording, please contact Isabel Velasquez at 512-837-9236.

For public participants, after the meeting convenes, the Chairperson will call roll. Please identify yourself by name and
state whether you would like to provide public comment. You may also email isabel.velasquez@.cud.texas.gov in advance
of the meeting if you would like to provide public comment. When the Board reaches the public comment item, the
Chairperson will recognize you by name and give you an opportunity to speak. All public comments will be limited to five
minutes.

Public comment on any agenda item or issue under the jurisdiction of the Credit Union Commission Audit
Committee is allowed. Unless authorized by a majority vote of the meeting quorum, the comments of any
persons wishing to address the Committee will be limited to no more than ten (10) minutes.

The Committee may discuss and/or take action regarding any item on this agenda.

TAB PAGE
A. Call to Order (9:00 a.m.) — Chair James Minge 4
Public Comment
B. Committee Charter and Purpose 6
C. Procurement Process 8
D. Audit Delegation Request 469-2021-001 16
E. Draft Acquisition Plan Internal Audit Services 35
F. Future Meetings: Agenda Items, Arrangements, and Dates 37

Adjournment
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Note: The Credit Union Commission Audit Committee may go into executive session (close its meeting to the
public) on any agenda item if appropriate and authorized by the Open Meetings Act, Texas Government Code,
Chapter 551.

Meeting Recess: In the event the Committee does not finish deliberation of an item on the first day for which it was
posted, the Committee might recess the meeting until the following day at the time and place announced at the time
of recess.

Meeting Accessibility: Under the Americans with Disabilities Act, the Credit Union Commission will accommodate
special needs. Those requesting auxiliary aids or services should notify Joel Arevalo, Credit Union Department, 914
East Anderson Lane, Austin, Texas 78752--(512) 837-9236, as far in advance of the meeting as possible.






CALL TO ORDER

TEXAS CREDIT UNION COMMISSION
AUDIT COMMITTEE

Members

o Jim Minge, Chair

e Kay Swan, Vice Chair
e Liz Bayless

o Karyn Brownlee

o Yusuf Farran, Ex-officio

Legal Counsel

o Melissa Juarez

Staff

o John J. Kolhoff
o Robert W. Etheridge

o Isabel Velasquez






COMMITTEE CHARTER AND PURPOSE

Purpose: The purpose of the Audit Committee is to implement and
oversee an independent audit program of the Department’s financial
reporting process.

Responsibilities and Duties: In furtherance of the Committee’s
purpose, and in addition to any other responsibilities that may be
assigned to it from time to time by the Commission, the Committee
shall have the following responsibilities and duties:

1. Recommend to the Commission for approval of the
development, implementation and performance monitoring of
an independent audit plan.

2. Recommend to the Commission for approval and oversight of
appropriately qualified vendors to audit the Department.

3. Encourage and facilitate cooperation between auditors hired by
the Commission and auditors assigned by other state agencies
to audit the Department.

4. Recommend to the Commission for approval a solicitation

document, a vendor, or a contract for auditing services only if
the solicitation document, vendor’s proposal, or the proposed
contract, as applicable, includes a clause that requires the
selected vendor to cooperate with an auditor assigned by a state
agency to audit the Department, and only if it includes any
other clauses required by the Commission.

Size: The Commission Chair shall appoint an Audit Committee of at
least three members and shall designate one member as Chair. The
Commission Chair will serve as an ex-officio member of this
committee.

Term: The committee is a standing committee of the Commission.






CHAPTER 2254, PROFESSIONAL AND CONSULTING SERVICES
SUBCHAPTER A. PROFESSIONAL SERVICES

Sec. 2254.001. SHORT TITLE. This subchapter may be cited as the
Professional Services Procurement Act.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

The following section was amended by the 87th Legislature. Pending
publication of the current statutes, see H.B. 3774, 87th Legislature, Regular
Session, for amendments affecting the following section.

Sec. 2254.002. DEFINITIONS. In this subchapter:
(1) "Governmental entity” means:
"(A) a state agency or department;

(B) a district, authority, county, municipality, or other
political subdivision of the state;

(C) a local government corporation or another entity created
by or acting on behalf of a political subdivision in the planning and design
of a construction project; or

(D) a publicly owned utility.

(2) "Professional services" means services:
(A) within the scope of the practice, as defined by state
law, of:
(i) accounting;
(i1) architecture;
(iii) 1landscape architecture;
(iv) land surveying;
(v) medicine;
(vi) optometry;
(vii) professional engineering;
(viii) real estate appraising; or
(ix) professional nursing;

(B) provided in connection with the professional employment

or practice of a person who is licensed or registered as:
(i) a certified public accountant;



(ii) an architect;

(iii) a landscape architect;

(iv) a land surveyor;

(v) a physician, including a surgeon;

(vi) an optometrist;

(vii) a professional engineer;

(viii) a state certified or state licensed real estate
appraiser; or

(ix) a registered nurse; or

(C) provided by a person lawfully engaged in interioxr

design, regardless of whether the person is registered as an interior
designer under Chapter 1053, Occupations Code.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended
by Acts 1997, 75th Leg., ch. 244, Sec. 1, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 1542, Sec. 1, eff. Sept. 1, 1999; Acts 2001, 77th Leg., ch.
1409, Sec. 8, eff. Sept. 1, 2001.
Amended by:

Acts 2019, 86th Leg., R.S., Ch. 487 (H.B. 2868), Sec. 1, eff. September
1l, 2019.

Sec. 2254.003. SELECTION OF PROVIDER; FEES. (a) A governmental
entity may not select a provider of professional services or a group or
association of providers or award a contract for the services on the basis of
competitive bids submitted for the contract or for the services, but shall
make the selection and award:

(1) on the basis of demonstrated competence and qualifications to
perform the services; and
(2) for a fair and reasonable price.

(b) The professional fees under the contract may not exceed any

maximum provided by law.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by:

Acts 2007, 80th Leg., R.S., Ch. 1213 (H.B. 1886), Sec. 14, eff.
September 1, 2007.



Sec. 2254.0031. INDEMNIFICATION. (a) A state governmental entity may
require a contractor selected under this subchapter to indemnify or hold
harmless the state from claims and liabilities resulting from the negligent
acts or omissions of the contractor or persons employed by the contractor. A
state governmental entity may not require a contractor to indemnify, hold
harmless, or defend the state for claims or liabilities resulting from the
negligent acts or omissions of the state governmental entity or its
employees.

(b) Notwithstanding any other provision of law, Sections 271.904(a)-
(e) and (g), Local Government Code, apply to a contract for architectural or
engineering services between an architect or engineer selected under this
subchapter and a state agency as defined by Section 2052.101. '

Added by Acts 1999, 76th Leg., ch. 1499, Sec. 1.37, eff. Sept. 1, 1999.
Amended by:

Acts 2017, 85th Leg., R.S., Ch. 879 (H.B. 3021), Sec. 1, eff. September
1, 2017.

Sec. 2254.004. CONTRACT FOR PROFESSIONAL SERVICES OF ARCHITECT,
ENGINEER, OR SURVEYOR. (a) In procuring architectural, engineering, or land
surveying services, a governmental entity shall:

(1) first select the most highly qualified provider of those
services on the basis of demonstrated competence and qualifications; and

(2) then attempt to negotiate with that provider a contract at a
fair and reasonable price.

(b) If a satisfactory contract cannot be negotiated with the most
highly qualified provider of architectural, engineering, or land surveying
services, the entity shall:

(1) formally end negotiations with that provider;

(2) select the next most highly qualified provider; and

(3) attempt to negotiate a contract with that provider at a fair
and reasonable price.

(c) The entity shall continue the process described in Subsection (b)

to select and negotiate with providers until a contract is entered into.
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Acts 2019, 86th Leg., R.S., Ch. 1071 (H.B. 1524), Sec. 118, eff.
September 1, 2019.



Statewide Procurement Division

*» The agency is otherwise exempt from the requirements of
Section 2157.068 of the Texas Governmeni Code.

The RFO method is a direct purchase or lease method used after the
procuring entity’s evaluation of written offers received in response
to an open and competitive solicitation in accordance with the
solicitation to result in best value. Under the RFO method, agencies
must solicit, evaluate, select, negotiate as appropriate, and contract
directly with one or more qualified vendors in accordance with the
open and competitive solicitation.

To initiate an RFO, the agency must issue a written, open and
competitive request for offers. In procuring under the RFO method,
the procuring entity must also comply with the RFO guidelines
published by SPD. If the agency believes that the procurement is
proprietary, then the agency must follow the Proprielary Purchases
procedures. The procuring entity’s use of an RFO does not require
or involve delegation of authority or prior approval by SPD.
Procurements using the RFO method are subject to ESBD posting
requirements as well as requirements applicable to CAT and QAT
reviews. Additional requirements may apply to certain types of
consulting services contracts.?

Best Value Standard. The term “best value” means the lowest
overall cost of an automated information system.? In determining
the lowest overall cost for a purchase or lease of an AlS, the agency
shall consider factors including:

1. the purchase price;
2. the compatibility to facilitate the exchange of existing data;

3. the capacity for expanding and upgrading to more advanced
levels of technology;

4. quantitative reliability factors;

5. the level of training required to bring persons using the sys-
tem to a stated level of proficiency,

6. the technical support requirements for the maintenance of
data across a network platform and the management of the
network’s hardware and software;

7. the compliance with applicable depariment statewide stan-
dards validated by criteria adopted by DIR rule; and

8. applicable factors listed in Sections 2155.074 and 2155.075
of the Texas Government Code.??

%5 Sep e.g, TEX. GOV'T CODE § 751.016 (specifying the reporting requirements
applicable to contracts with a federal-level government relations consultant).
2 TEX. GOV'T CODE § 2157.003.

@ TEX. GOV'T CODE § 2157.003.

Procurement Method — Professional Services

Agencies are authorized to procure professional services under
Chapter 2254, Subchapter A, of the Texas Government Code.””®
Acquisition of professional services is delegated to agencies by
statute and does not require a delegation of authority from SPD.
The procurement of professional services is subject to ESBD posting
requirements as well as requirements applicable to CAT reviews.

Professional services refer to services that are

1. within the scope of the practice, as defined by state law, of
accounting, architecture, landscape architecture, land sur-
veying, medicine, optometry, professional engineering, real
estate appraising, or professional nursing;

2. provided in connection with the professional employment or
practice of a person who is licensed or registered as one of
the following: a certified public accountant, an architect, a
landscape architect, a land surveyor, a physician, including
a surgeon, an optometrist, a professional engineer, a state
certified or state licensed real estate appraiser, or a regis-
tered nurse; or

3. provided by a person lawfully engaged in interior design,
regardless of whether the person is registered as an interior
designer under Chapter 1053 of the Occupations Code.”

Professional services procurements are usually advertised as either
an RFQ or RFP. The award of a professional services contract is
based on (1) demonstrated competence and qualifications to per-
form the services, and (2) a fair and reasonable price.? The pro-
fessional fees under the contract may not exceed any maximum
provided by law.®

To procure architectural, engineering, or land surveying services,
the governmental entity?® must first select the most highly qualified
provider based on demonstrated competence and qualifications,
and then attempt to negotiate a fair and reasonable price for the
services.? If a satisfactory contract cannot be negotiated with
the most highly qualified respondent, the agency must formally
end negotiations with the respondent and then must attempt to
negotiate a fair and reasonable price with the next most highly
qualified respondent. This process may continue until a contract

28 TEX. GOV'T CODE § 2254.003.

29 TEX. GOV'T CODE § 2254.002(2).

30 TEX. GOV'T CODE § 2254.003(a).

B TEX, GOV'T CODE § 2254.003(h).

#2 TEX. GOV'T CODE § 2254.002(1) (defining “governmental entity” to be (a) a state
agency or department, (b) a district, authority, county, municipality, or other
political subdivision of the State, (c) a local government corporation or another
entity created by or acting on behalf of a political subdivision in the planning and
design of a construction project, or (d) a publicly owned utility).

23 TEX. GOV'T CODE § 2254.004(a).
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Statewide Procurement Division

is executed for the service solicited by the governmental: entity.*
Although the described process applies to the services of an
architect, engineer or land surveyor, this selection process can be
used for all professional services.

An agency shall provide written notice, on a prescribed form, to the
LBB not later than the 10th day after the date the agency enters
into a contract for professional services, other than a contract for
physician or optometric services, if the amount of the contract,
including an amendment, modification, renewal, or extension of
the contract, exceeds $14,000.25 A contract entered into or an
arrangement made in violation of Chapter 2254, Subchapter A, of
the Texas Government Code is void as against public policy.?

SAO Delegation of Authority for Audit Services. Section
321.020 of the Texas Government Code specifies that a state agency
or corporation that is dedicated to the benefit of a state agency may
enter into a contract for audit services only if

1. the agency or corporation is authorized to contract with a
private auditor through a delegation of authority from SAO;

2. the scope of the proposed audit has been submitted to SAQ
for review and comment; and

3. the services of the private auditor are procured through a
competitive selection process in a manner allowed by law.

In addition, Article IX, Section 6.20 of the General Appropriations
Act (86" Legislature), provides requirements for state agencies and
institutions of higher education that use appropriated funds to con-
tract for audit services.

Procurement Method — Consulting Services

Agencies are authorized to procure consulting services pursuant
to Chapter 2254, Subchapter B, of the Texas Government Code.?’
Acquisition of consulting services is delegated to agencies by
statute and do not require a delegation of authority from SPD. The
procurement of consulting services is subject to ESBD posting
requirements as well as requirements applicable to CAT reviews.
Additional requirements may apply to certain types of consulting
services contracts.”8

Consulting service refers to the service of studying or advising
an agency under a contract that does not involve the traditional

4 TEX. GOV'T CODE § 2254.004(h)-(c).

¥ TEX GOV'T 4.006.

#6 TEX. GOV'T CODE § 2254.005.

27 TEX. GOV'T CODE § 2254.023. For CPA rules adopted under Section 2254.039 of
the Texas Government Code see 34 TEX, ADMIN, CODE § 5.54.

3 See eg., TEX. GOV'T 751.016 (specifying the reporting requirements
applicable to contracts with a federal-level government relations consultant).

relationship of employer and employee.”® An agency*® may
contract with a consultant only if there is a substantial need for the
consulting services and the agency cannot adequately perform the
services with its own personnel or obtain the consulting services
through a contract with a state governmental entity.?* Consulting
services procurements are usually advertised as an RFP.

If a contract involves both consulting and other services, the
services will be procured as consulting services if the primary
objective of the contract is the acquisition of consulting services.2?
Consider for instance a solicitation for an analysis of an agency’s
information systems needs and the development and implementa-
tion of a computer system. The primary objective of this contract is
the delivery of a system and not the analysis provided. This contract
is not a consulting services contract; therefore, the requirements
for consulting services contracts would not apply. The agency,
however, must comply with the applicable procurement method for
acquiring AlS.

A “major consulting services contract” means a consulting services
contract for which it is reasonably foreseeable that the value of the
contract will exceed $15,000 for a state agency or $25,000 for an
institution of higher education other than a public junior college.”
A consulting services contract cannot be divided into more than one
contract to avoid the procurement requirements pertaining to major
consulting services contracts.?* In selecting a consultant, the agency
must base its choice on demonstrated competence, knowledge,
qualifications, and on the reasonableness of the proposed fee for
the services.? If other considerations are equal, the agency must
give preference to a consultant whose principal place of business
is located in the State or who will manage the consulting services
contract wholly from an office in the State.2

28 TEX. GOV'T CODE § 2254.021(1).

%0 TEX. GOV'T CODE § 2254.021(5) (defining “state agency” to be (1) a department,
commission, board, office, or other agency in the executive branch of state
government created by the state constitution or a state statute, (2) the supreme
court, the court of criminal appeals, a court of appeals, or the Texas Judicial
Council, or (3) a university system or an institution of higher education as defined
by Section 61.003 of the Texas Education Code, except a public junior college).

1 TEX, GOV'T CODE § 2254.026; TEX. GOV'T CODE § 2254.021(6) {defining “state
governmental entity” to be a state department, commission, board, office,
institution, facility, or other agency the jurisdiction of which is not limited to a
geographical portion of the state. The term includes a university system and an
institution of higher education, other than a public junior college, as defined by
Section 61.003 of the Texas Education Code. The term does not include a political
subdivision.).

2 TEX. GOV'T CODE § 2254.038.

3 TEX, GOV'T CODE § 2254.021(2).

4 TEYX. GOV'T CODE § 2254.035(a). The value of the contract for purposes of
determining division includes all renewals, amendments, and extensions of the
contract. TEX. GOV'T C 4,035

25 TEX. GOV'T CODE § 2254.027.

#8  TEX. GOV'T CODE § 2254.027.
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Lisa R. Collier,
CPA, CFE, CIDA,
First Assistant State Auditor

Robert E. Johnson Building
1501 N. Congress Avenue
Austin, Texas 78701

P.O. Box 12067
Austin, Texas 78711-2067

Phone:
(512) 936-9500

Fax:
(512) 936-9400

Internet:
WWW.S20.16Xa5.80V

June 11, 2021

Mr. John J. Kolhoff, Commissioner
Credit Union Department

914 East Anderson Lane

Austin, TX 78752-1699

Re: Audit Delegation Request 469-2021-001

Dear Mr. Kolhoff:

In accordance with Texas Government Code, Section 321.020, the State Auditor’s Office
delegates to the Credit Union Department (Department) the authority to employ a private
auditor to provide internal audit services as described in your online request submitted June
1, 2021.

This delegation of authority is subject to the following:

1. The services provided should be performed in accordance with the Texas Internal
Auditing Act (Texas Government Code, Chapter 2102).

2. This delegation of authority is for state fiscal year 2022.

3. The Department will notify the State Auditor’s Office if an amendment to the contract
significantly aiters any contract terms, including, but not limited to, the scope of work
to be performed and the term of the contract.

4, The Department will comply with applicable law, policies and procedures in the
procurement of audit services, the expenditure of funds under the contract, and all
other aspects of forming and administering the contract with the private auditor.

5. The Department will ensure that the State Auditor’s Office promptly receives a copy
of any report resulting from a peer review of the private auditor that is received by
the private auditor after entering into the contract with the Department.

6. Any contracts entered into under this delegation of authority should include the
following language: The Contractor understands that acceptance of state funds under
this contract acts as acceptance of the authority of the State Auditor’s Office to
conduct an audit or investigation in connection with those funds. The Contractor
further agrees to cooperate fully with the State Auditor’s Office in the conduct of the
audit or investigation, including providing all records requested. The Contractor will
ensure that this clause concerning the State Auditor’s Office’s authority to audit state
funds and the requirement to cooperate fully with the State Auditor’s Office is
included in any subcontracts it awards. Additionally, the State Auditor’s Office shall at
any time have access to and the rights to examine, audit, excerpt, and transcribe any
pertinent books, documents, audit documentation, and records of the Contractor
relating to this contract. '



Mr. John J. Kolhoff, Commissioner
Credit Union Department

June 11, 2021

Page 2

7. If the terms of the agreement with the private auditor are set forth only in an engagement
letter, the engagement letter will include the language quoted in #6 above.

8. A signed copy of the contract should be provided to the State Auditor’s Office within two
weeks of execution. You may send it electronically to auditdelegation@sao.texas.gov or
send a hard copy to the attention of Audit Delegation. Additionally, a copy of final audit
reports should be provided to the State Auditor’s Office upon completion. Texas
Government Code, Section 2102.0091, requires that internal audit reports be filed with
the State Auditor’s Office, the Sunset Advisory Commission, the budget division of the
Governor's Office, and the Legislative Budget Board not later than the 30th day after the
date the report is submitted to the state agency's governing board or the administrator
of the state agency if the state agency does not have a governing board. Internal audit
reports may be sent to the State Auditor's Office electronically to
iacoordinator@sao.texas.gov, or a hard copy may be sent to the attention of Internal
Audit Coordinator. Please include the audit delegation request number 469-2021-001
with all submissions and related correspondence.

If you have any questions, please contact Michael Clayton, Audit Manager, or me at (512)
936-9500.

Sincerely,

Verma £, Elott

Verma L. Elliott, CPA, CIA, CGAP, MBA
Assistant State Auditor






